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Today, markets are facing headwinds due to the impact of capital 
misallocation to overpriced securities over the last decade.
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High in�ation and rising interest rates have highlighted this misallocation.
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Amid market uncertainty, the following guide will provide 
investors with some insights to prepare for down markets. 
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When interest rates are rising and in�ation is high, fundamentals relating to cash �ow become more important:

DividendsEarnings 
Growth

Return on Invested 
Capital (ROIC)

ROIC is a pro�tability measure. This metric 
shows how much a company earns on its 
invested capital, such as debt and equity.

In fact, historically, improving fundamentals 
have been a leading indicator of sector 
performance over the intermediate-term. 
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Consider how S&P 500 Index dividends have performed against in�ation over the last two decades:
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Not only that, dividends have historically 
been far less volatile than stocks. 
Since 1957, stock prices were more than 2X as volatile as their 
dividend cash �ows.
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Consumer sentiment is hovering near historical lows. 

The good news: this may be a silver lining for the consumer discretionary 
sector, which has historically outperformed when sentiment sinks to this level.
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Given historical patterns, the consumer discretionary sector 
may be poised to accelerate over the next 12 months.

Consumer Sentiment Index Level
Historical Odds of Consumer Discretionary

Outperformance (12-month)
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Given high in�ation and interest rates on the rise, it may present an opportunity for a value investment approach. 
Value stocks are considered underpriced compared to the broader market and are often in�ation-sensitive.
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On a sector-level, materials, �nancials, and communication services are valued below their average P/E ratio, 
along with the following sectors:

Although the tech sector has seen declines in 2022, the 
sector’s P/E ratio (22.5) is above its 5-year average (21.7) 
with 9.8% earnings growth year to date.
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Bull Scenario

Base Case

Bear Scenario

Stag�ation 
Scenario
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With the S&P 500 Index �nishing o� its worst �rst half since 1970, 
let’s look at the di�erent scenarios going forward into 2023:
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Separately, historical data shows that on average, stocks return 
16% one year after the start of a recession. 
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Which key factors will likely in�uence market developments?

Corporate 
Earnings Growth

The good news is the S&P 500 Index has recovered 7% from its June lows as of early September. 
A similar trend is seen in the NASDAQ Composite Index—an index signi�cantly weighted in tech stocks—

which has recovered 8% over roughly the same time frame.
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As investors navigate down markets, rebalancing to suit their 
risk pro�le can be an important part of the process.

It's also important to remember that markets are cyclical. 

For this reason, staying invested, diversi�ed, and disciplined 
are critical for keeping long-term strategic goals in mind.
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The S&P 500 Index is widely regarded as the standard for measuring U.S. large-cap stock-market performance. 

S&P 500 Index Dividend Annual Totals represent estimated dividend payments of the S&P 500 Index.

The CPI Urban Consumers Index measures the average levels of prices in the U.S. based on a basket of goods and services over a given time period paid by 
urban consumers.

The Consumer Sentiment Index by the University of Michigan measures consumer confidence based on consumer surveys on market conditions, personal 
finances, and business conditions.

The S&P 500 Pure Growth Index measures the performance of stocks with the strongest growth characteristics.

The S&P 500 Pure Value Index measures the performance of stocks with the strongest value characteristics. 

The NASDAQ Composite Index includes over 3,700 stocks listed on the Nasdaq stock exchange. Over half of the index comprises of stocks in the technology 
sector.

It is not possible to invest directly in an index. Past performance is not indicative of future results. Different time periods may have different results. This material 
represents an assessment of the market environment as of a specific date; is subject to change; and is not intended to be a forecast of future events or a 
guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding the funds or any particular 
issuer/security.

The information presented is strictly for illustrative and information purposes, and is not a recommendation, offer, or solicitation to buy or sell any securities or to 
adopt any investment strategy.

This material contains general information only and does not take into account an individual’s financial circumstances. This information should not be relied upon 
as a primary basis for an investment decision. Rather, an assessment should be made as to whether the information is appropriate in individual circumstances and 
consideration should be given to talking to a financial professional before making an investment decision.

“New York Life Investments” is both a service mark, and the common trade name, of certain investment advisors affiliated with New York Life Insurance Company.
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